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Tiivistelmä-Referat-Abstract
In this dissertation we analyze the need and modes of regulation of a duopoly that is vertically differentiated in environmental quality. In the first
essay, we study the impacts of an exogenous tax on emissions per unit of production when the market is partially covered and the cost of quality
is quadratic in quality. We show that the emission tax increases the product's environmental quality, enhances competition, expands output,
decreases aggregate emissions and increases social welfare. In the second essay, we characterize the first-best ad valorem tax/emission tax policy
when the market is fully covered and the cost of quality is linear in quantity and quadratic in quality. The first-best policy that couples a uniform
valorem tax and a subsidy to consumers who purchase the high environmental quality variant is also characterized and so are the second-best
policies when only one instrument is available. In the third essay, we endogenize the choice of a unit emission standard. We show that, when the
market is partially covered, the optimal unit emission standard is the slacker the more polluting the differentiated commodity and the higher the
marginal damage from emissions. When the differentiated commodity is very polluting or the marginal damage from pollution is very high, no
optimal binding standard exists. In the fourth essay, we study the impact on quality choice and aggregate emissions of two social norms. The first
norm socially rewards consumers who choose the environmentally friendlier variant of the differentiated commodity, while the second punishes
those consumers who purchase the more polluting variant. Our results suggest that the impacts of a social norm that rewards the purchase of
environmentally friendlier products and disregards consumption reduction depend crucially on whether the market for the differentiated
commodity is fully or partially covered. If it is partially covered, the norm may be detrimental to the environment in that it may induce an
increase in aggregate emissions and lead to deterioration of the environment. We show that aggregate emissions increase at the margin with
social rewards. A social norm, which punishes the consumers, who purchase the more polluting variant decreases aggregate emissions.
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